
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMl4ISSION 

In the Mattor oPi 

THE APPLICATION OF FOUNTAIN RUN WATEP ) 
DISTRICT #I FOR A RATE ADJUSTMENT ) CASE NO. 93-018 
PUR8UANT TO THE ALTERNATIVE RATE ) 
FILING PROCEDURE FOR SMALL UTILITIES ) 

O R D E R  

On March 24, 1993, Fountain Run Water District (1 ("Fountain 

Run") Piled ita application Por Commission approval of a proposed 
increase in ita rates Cor water service. Commission Staff, having 

perPorrned a limited Pinancial review oP Fountain RUn'E operations, 

has prepared the attached Staff Report containing StaPP's findings 

and recommendations regarding Fountain Run's proposed rates. All 

parties should review the report carefully and provide any written 

comments or requeete Por a hearing or inPormal conference no later 

than 15 days Prom tho date of this Order. 

IT IS THEREFORE ORDERED that all parties shall have 15 days 

from the date of the Order to provide written comments regarding 

tho attached StaPf Report or requests Por a hearing or informal 

conference. If! no requeBt for a hearing or informal conference is 

received, then this c a m  will be eubmitted to the Commission for a 

dacieion. 

Done at Frankfort, Kentucky, thie 25th day of khy, 1993. 

PUBLIC SERVICE COMblISSION 

+h* For t e Comm 88 on 
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STAFF REPORT 

ON 

FOUNTAIN RUN WATER DISTRICT #I 

CASE NO. 93-018 

- 

A. Preface 

On March 24, 1993, Fountain Run Water District /1 ("Fountain Run") 

filed its application with the Kentucky Public Service Commission 

(ttCommission't) seeking approval to increase it6 tariffed water rates by 

25 percent, an increase in annual operating revenues of $15,271. 
In order to evaluate the requested increase, the Commission Staff 

("Stafft') performed a limited financial review of the utility'e 

operations for the test period, the twelve month period ending December 

31, 1992. Karen Harrod, of the Commission's Division of Financial 

Analysis conducted the review on April 12, 1993 at Fountain Run's 

office, in Fountain Run, Kentucky. Brent Kirtley of the Commission's 

Rates and Reeaarch Division performed a review of Fountain Run's 

reported revenues at the Commiesfon's office in Frankfort, Kentucky. 

The findings of Staff's review have been reduced to writing in this 

report. Mr. Kirtley is reeponeible for the sections related to 

operating revenues and rate deeign. The remaining sections of the 

report were prepared by Ms. Harrod. Based upon the findings contained 

herein, Staff recommends that Fountain Run be allowed to increase ita 

annual operating revenues by $21,905, or 36 percent. 

8cope 

The scope of the review was limited to obtaining information to 

determine whether test period operating revenues and expenses were 
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representative of normal operations. Insignificant or immaterial 

discrepancies were not pursued and are not addressed in this report. 

During the course of the review, Fountain Run was advised that all 

proposed adjustments to test year expenses must be supported by some 

form of documentation and that all such adjustments must be known and 

measurable. 

8 .  Analysis of Operatinq Revenues and Expenses 

Operating Revenue 

The 1992 Fountain Run Annual Report listed test year total water 

operating revenue of $64,487. This amount includes $580 in other water 

revenues, which makes total sales of water $63,907. A billing analysis 

performed by Staff calculated total sales of water to be $60,979, for a 

difference of $2,928. Only $34 of this difference is attributed to the 

parameters of the billing analysis. The remaining $2,894 is due to 

accounting methods and time differences between when the amount was 

billed and collected. For the purpose of this report, normalized test- 

year sales shall be considered to be $60,979. 

Operating Expenses 

In its 1992 annual report Fountain Run reported operating expenses 

8taff's recommended adjustments to test period expenses are of $60,737. 

discussed in the following sections of this report. 

Salaries and Wages 

For the test period Fountain Run reported salaries and wages 

expense of $17,405. Currently, Fountain Run has two employees, a 

bookkeeper and a maintenance/field worker with salaries of $9,100 and 
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$12,480, reepectlvely. Bared on Staff'# rovlmw, the bookkmopmr'r salary 
is charged to the water division and tho f lmld omployoe'r relary l r  
allocated 50150 between tho water 8nd rowmr dlvlslonr. Etaff war not 

able to determine any baslr for thlr 811008tiOn. 

Elnoe rervlcer aro bolng porformmd for both water and rowor 

ogerationr, Staff le of the opinion that it would bo mor. appropriato to 
allocate both ealarles between tho two d i V h i O n E  brood on numbmr of 
oustomere. Currently the rower dlvlrion ham 133 cumtommrr and the water 
division has 409 oustomerr or 25 pmroont and 75 porcont, rmrpeotively. 
Based on theee percentageo, tho total ralary axponrm to bm allooatod to 

the water divirlon would be $16,185, Acoordingly, fltaff ha# adjusted 

test year expense to be refleoted at thla levol. 

Commissioners Fees 

In lte annual report for the tort ymar Bountaln Run reported 

commieeionere fees expenre of $1,800. According to th8 difitrlct'r 

bookkeepor these fees are no longer bving paid. Thmrmfore, Etaff h86 

included an adjustment to decrease tent year operating expenrer by 

$1,800. 

Purchased Water 

Teat year pUrChare8 wator expanro wafi roportodl at a lrivel of 

$13,938. An adjustment war mado to doorar~s this amount by $200 to 

reflect the normalized purchared water exponom of 913,738, calculated 46 
f O l l O W i 3 l  
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Normalized Test-Period Usage 
Adjustment for 38 Line Loss 

20,463,000 

per 1992 Annual Report + .97 

zTm5km 
,095 r8  

Water Used by Company per 
40 000 1992 Annual Report 

Recommended Usage 
Current Purchased Water Rate 

(6.65 per 1,000 gallons) x ,00065 
Recommended Purchased Water ExDBnEe 13.738 
Less: Test Year Expense 
Recommended Decrease 

Insurance 

Fountain Run reported test year insurance expense of $3,505. Based 

on Staff's review the most recent premium amounts paid by the district 

for property and liability insurance, workers compensation, and 

encroachment and fidelity bonds totaled $3,979. Therefore, Staff has 

made an adjustment to increase test year insurance expense by $394. 

Payroll Taxes 

For the test year Fountain Run reported payroll tax expense o f  

$1,468. Staff recommends an adjustment be made to increase payroll tax 
expense to allow for FICA and Medicare taxes aEE0Ciated with the 

recommended level of salaries and wages expense. Accordingly, payroll 

tax expense has been included at a level of $l,238', a decrease of $230 

from the test year level. 

Tank Painting Expense 

Fountain Run did not include tank painting expense in its test year 

However, in 1990 this expense was incurred in the amount operations. 

' Recommended Salaries and Wages Expense $16,185 
Applicable FICA and Medicare Rate 

Recommended Payroll Tax Expense 
(FICA - 6.29, Medicare - 1.459) x 7.65% azz 
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of $29,250. staff in oil the opinion that thir expenditure mhould have 
beon amortimed ovar itr estimated source life, After consulting with 
the Commissiontr Divirion of Engineering, Btaff ham determined that the 

appropriate oervice lie0 for tank painting In seven yearn. Therefore, 

staff ha8 made an adjurtmont to include tank painting expense of $41179' 

for the determination of Fountain Run's rrvenue requirement. 

Miscellaneous Nonutilltv Expensb 

In its test year operations Fountain Run included mincellaneoue 

nonutility expenso of $102. According to tho districttn bookkeeper, 

this expanse wan for tho correction of an error that occurred when the 

withholding rater ohanged during the test period. Blnce this expense is 

non-recurring Staff ham include6 an adjustment to eliminate this expense 

from test-year operations. 

Operations summary 

Baeed on the recommendations of Btaff, Fountain Run's operating 

atatement would appear as ret forth in Appendix B to thin report. 
C. Revenue Requirements Determination 

With regard to existing long-term debt, Fountain Run's average 

annual debt service requirement 1s $ 1 8 , 5 2 0 .  Based on the adjusted test 

period operations, Fountain Run's overage debt service coverage (rrDSCt') 

is .OZx.' staff fa of the opinion that a DSC of 1.2~ le necesaa:y to 

allow Fountain Run to meet ito operating expenses and rervice its debt. 

$ 2 9 , 2 5 0  + 7 m $4,179. 

$319 + $18,520 .02. 

a 

1 
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Therefore, Staff reaommenda Fountain Run be allowed to increaso ltr 

annual revenuer by the amount of $11,909, oalculated an follower 

PSC Came NO. 93-010 

Adjusted Operating Expenrer 
Average Annual Debt Barvice 
10 Peroent D8C 

Total Revenuo Requirement 

Lersi Normallmod Operating Revsnuor 0 61,559 
Intorart Income 748 

Required Inorsare ULU 
D. Rate Demiqn 

The application filed by Fountain Run included a ochodula of 

present and propored rater and d i d  not propore any ohanger in rate 
demign. Staff lr in agreement that tha prenent rate rtructure ohould 

not be altered. Therefore, any lncreare granted in the care has been 
added to the axirtlng rate otruature. The rater in Appendix A are the 

rates recommended by Staff and will genrrate revrnue from water malar of 

802,004. Thin figure combined with $740 in interert inoome and $500 in 
other water revenue rerultr in the total revenue requirement of $04,212. 
E. Signatures 

Analyrt, C h i d  
Water and Sewer Revrnue 
Requlrementr Branoh 
Rater and Tariff. Divlpion 

Analyrt 
Comraunloatlonr, Water and 
Bewer Rate D08ign Branoh 
Research DiviBion 

I 



APPENDIX A 
TO BTAFF REPORT CABE NO. 93-019 

The Etaff raaommendr the following rata bo prararibad for aurtomern 
of Fountain Run Watar Divtriat No. 1. 

Firrt 2,000 gallonr 
Next 3,000 gallonr 
Naxt 5,000 gallonr 
Next 10,000 gallonr 
Over 20,000 gallonr 

$10.40 Minimum Bill 
3.00 per 1,000 gallonr 
2.40 per 1,000 gallons 
2 - 0 0  per 1,000 gallons 
1.75 par 1,000 gallono 



APPENDIX B 
TO STAFF REPORT CASE NO. 93-018 

Fountain Run Water Distriat I1 
Statement of Adjusted Operations 

Test Year Ended 12/31/92 

Clperoting Revonuon 
Wntar 8810s 
Other Operntins Rovenuon 

Total Operatinn Rovenuan 

Operating Expenaeo 
finlaries 13 Wages 
Comminaionero Pons  
Purohaned Water 
Materiala & Gupulion 
Contractual Services 
Transportation Expenon 
Inourance 
Miacellnneous 
PSC Aaseaoment 
Pnyroll Taxen 
Deproc la t ion 
Amortization 
Tank Pnintinn 

Total Opnratjng Expennee 

OpsrmtinR Income 

Other Income 
Interest Income 
Nonutility Income 
Miac. Non-utility Expanno 

Tot81 CJther Income 

Incorns Av~llhbls for Debt Service 

$83 * 907 
680 

($2 , 928 )  $60,978 
680 

I 1 I 220 ) 16 18b 
I1.800) (I 
(200) 13.738 

276 
5,607 

933 
394 


